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Rising oil prices prompted Salvadoran President Francisco Flores to press for price cuts and
legislation to open up the oil-derivatives market. After months of negotiations, the transnational
oil companies, who control the industry in El Salvador, agreed to cuts in wholesale prices, while
Flores agreed not to invoke recent legislation forcing the cuts. During the 1990s, the government
deregulated what had been a government-managed industry. Prices were freed from regulation and
import taxes were reduced.

The government said the results would be greater competition and lower prices. Since then,
transnational oil companies Esso, Shell, and Texaco have taken over the importation, refining,
and much of the distribution of oil derivatives, squeezing out many smaller distributors. Critics of
privatization say the move toward a free market has resulted in oligopolistic control of the industry.
Since El Salvador has no effective regulatory system, prices for consumers have been set by the
transnationals. Gasoline prices in El Salvador are much higher than elsewhere in Central America.

Gasoline prices hit record highs
Gasoline prices began soaring in January. While acknowledging the rise in the world price of crude,
El Salvadoran authorities say pump prices have risen out of proportion to the price of imported
oil. After five price hikes during the first eight months of the year, pump prices had risen by
60%, despite a voluntary but temporary price reduction by the oil companies in July. By the time
the government negotiations with the oil companies resulted in the reduction in profit margins,
consumers were paying a record price of US$2.75 per gallon (3.8 liters) for premium, US$2.12 for
regular, and US$1.61 for diesel.

The only refinery in the country is owned by Esso and Shell, and prices to gasoline distributors
include excessive profits, said the Ministry of Economy. During the first eight months of the year,
wholesale prices rose 40% for premium, 27% for regular, and 25% for diesel. The average price rise
was 30%, but, during the same period, the price for imported oil rose by only 17%, according to a US
crude-price index.

In mid-August, Flores began to jawbone the oil companies to reduce their profit margins and charge
lower prices to wholesalers. The companies refused, apparently thinking they stood a better chance
if the issue went to the Assembly where votes from pro-business Alianza Republicana Nacionalista
(ARENA) deputies were expected to kill legislation proposed by Flores to force profit reductions.
But the legislation passed on Aug. 23 with support from both the governing ARENA and opposition
parties.
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Oil companies withhold investments
In response to the new law, Esso and Texaco announced suspension of planned investments in El
Salvador and said that a study showed gasoline stations were not making a profit despite the rising
pump prices. Esso wrote to Flores explaining that prices were dependent on market forces. "From
our point of view, this regulation will only bring increased costs to El Salvador, and we are sure that
its effects will damage the international image," said the Esso letter.
The profit-reduction law attempts to regulate the price charged to wholesalers and would remain
in effect for three years, by which time Flores wants to have an industry regulatory law in place.
Under the law, the profit margin for importers and distributors would be set at US$0.12 per gallon
for premium, US$0.11 for regular, and US$0.09 for diesel compared with the unregulated margins
of US$0.21, US$0.16, and US$0.13. The Economy Ministry would have authority to regulate prices
charged by importers under a Precios Paridad de Importacion (PPI) system. Wholesalers would be
regulated under the Precio Maximo del Mayorista (PMM).
Supporters of the bill justified this modification of free-market doctrines, which have guided all
recent administrations in El Salvador, by referring to Article 101 of the Constitution. The article
says the economy must respond to "principles of social justice" and must "defend the interests of
consumers." And Article 5 says the Economy Minister may act to ensure "healthy competition in
the marketplace." The business organization Asociacion Nacional de la Empresa Privada (ANEP)
said the legislation was inappropriate state intervention in the economy and would dampen foreign
investment.
On Aug. 25, Flores said that if the companies did not reach an agreement with the Economy
Ministry by Sept. 8, he would activate the law. On Sept. 7 Economy Minister Miguel Lacayo held
lengthy negotiations with Esso, Shell, and Texaco to lower profit margins. The resulting cuts meant
wholesale prices would fall by US$0.17 for premium gasoline, US$0.11 for regular, and US$0.08 for
diesel compared with July 1 prices. The price reductions would mean a total savings to consumers of
US$30 million per year, Lacayo said.
The government agreed to consider the price cuts voluntary rather than a result of government
action under the new law and to reduce the term for the cuts from three years to two as stipulated
in the law. In addition, the companies must pass on the 10% savings they gain from the reduction in
tariffs on imported oil.
Despite not getting as much from the companies as the law would have required, Minister Miguel
Lacayo called the deal "very satisfactory, more flexible, and more efficient, free and voluntary. That
is, a better alternative than the decree."

Oil companies say government cannot stop price hikes
After the deal was struck, representatives of the three transnationals issued a joint declaration
warning that government intervention in the market would have a chilling effect on new foreign
investment.
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The statement also said the government would find that prices rise as a result of market forces and
cannot be managed by government decree. The companies said Lacayo's claims that the deal would
reduce costs to consumers by US$30 million US$34.4 million when factoring in the lower taxes were
wrong. The statement pointed out that the transnationals voluntarily reduced prices in July by an
average of US$0.08 per gallon. So the negotiated cuts averaged only about US$0.02 per gallon, not
the US$0.11 Lacayo claimed, and saved consumers only US$6.4 million.
While Lacayo said the government had refused to negotiate new subsidies and tax rebates for the
companies, he said these items would be considered in the future. Lacayo said he would go forward
with his plan for additional measures to increase competition, as well as for construction of a storage
plant to guarantee fuel supplies in the central and eastern parts of the country and an independent
gasoline retail outlet established with Salvadoran capital. The plan is to have a completely free and
competitive market for oil derivatives within three years. [Sources: Notimex, 09/01/00, 09/06/00; La
Prensa Grafica (El Salvador), 09/10/00; El Diario de Hoy (El Salvador), 08/23/00, 08/25/00, 08/28/00,
09/06/00, 09/08/00, 09/09/00]
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